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Authority, Purpose, and Scope

This audit was conducted under the authority of Section 2-3-103 et seq., C.R.S., which authorizes the
Office of the State Auditor to conduct audits of all departments, ingtitutions, and agencies of state
government. The audit was conducted in accordance with generdly accepted auditing standards and the
financid and compliance standards contained in theGover nment Auditing Standar ds issued by the U.S.
Generd Accounting Office. We performed our audit work during the period January 2000 through
November 2000.

The purpose of this audit wasto:

C Expressan opinion on the State’' s Generd Purpose Financid Statements for the fiscal year ended
June 30, 2000.

C Expressan opinionon the State’ s Schedule of Expenditures of Federal Awardsfor the fiscd year
ended June 30, 2000.

C Review interna accounting and administrative control procedures as required by generdly
accepted auditing standards.

C Evauate compliance with applicable sate and federd laws, rules, and regulations.
C Evauate progressin implementing prior audit recommendations.
We expressed an ungualified opinion on the State’' s Genera Purpose Financid Statements and the State's

Schedule of Expenditures of Federal Awardsfor thefiscal year ended June 30, 2000. They are presented
in the Financid Statement section of this report.

Current Year Findings and Recommendations

This report presents the results of the statewide financial and compliance audit for Fiscal Year 2000. The
report may not include al the findings and recommendations related to audits performed of dtate
departments, ingtitutions, and agencies which are issued under separate report covers. However, in
accordance with the Single Audit Act, this report does include dl findings and questioned cogts

For further information on thisreport, contact the Office of the State Auditor at (303) 866-2051.
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related to federa awardswhich cameto our attention through either the statewide audit or separate audits.
The fallowing presents highlights of the more significant findingsincluded in thisreport arranged by subject
matter. Please refer to the Recommendation Locator in the next section for the recommendations,
responses, implementation dates, and location of thefull text of thefindings, recommendations, and agency
responses for each agency.

Federal Grants

The State received about $3.4 hillion in federad grants in Fisca Year 2000. We noted aress for
improvements in the adminigration of some federd programs as follows:

G Medicaid - Health Care Policy and Financing. The mgority of the problems found with the
adminigration of Medicaid occurred at Health Care Policy and Financing unless otherwise noted
and include the following aress.

Cost dlocation plans were not approved. Indirect costs, those costs that benefit more than
one program, may be recovered with federa dollarswith afederaly gpproved cost dlocation
plan. Theplansfor Fiscd Years 2000 and 2001 plans have not been gpproved resulting in
questioned costs of $2 million.

Undlowable Medicaid expenditures were incurred. In a sample of 208 Medicaid
expenditures, there were problems with 202 items, totaling $93,454 (federa share $46,867).
The most prevaent problem was a lack of Electronic Data Interchange (EDI) agreements,
which are providers attestation that they have appropriate medica records to support
eectronic clams.

Risk assessments were not performed for the Medicaid Management Information System
(MMIS). About $1.89 billion in claimswere processed through MMISin Fiscd Y ear 2000.
Federd regulations require abiennid risk analys's and security review of the system to help
identify problems to assst in developing strong controls over clams processing.

Eligibility errorswere found for individuas, totaling about $1,200, and for providers totaling
$43,000. For individuas, in one casetherewasinsufficient information to determineMedicad
digibility and in another case benefits were paid to an indigible individud. For providers, we
noted problems primarily involving alack of required documentation of necessary licensesand
regigtrations for 118 providersin asample of 208 payments.

Quadlity of careissues are aconcern a nursing facilities. There are requirements for assessing
quality of care a nuraing facilitiesaswell asrequired action plansfor care deficiencies. Public
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Hedth was found to lack focus on qudity of care and needs to improve citing of deficiencies
at fadilities. Training, supervison, and team building could improvethe assessment and follow-
up on care issues noted during ingpections.

Duplicate payments and service provision systems exist for mental hedth services at the
Department of Human Services. We found that Regiona Centerswere being paid for mental
hedthservicesthat may have aready beenincluded in the basefor capitation payments. About
$452,000 in capitated payments could be removed from the base and transferred to the
Regiond Centers and developmenta disabilities system without significantly impacting retes.
These funds could serve people on waiting ligts.

G Children’s Health Insurance Program - Health Care Policy and Financing. The Children's
Basic Hedth Plan (CBHP) provides subsidized hedthinsurancefor childreninlow-incomefamilies
not eigible for Medicaid. We found problems in the following aress:

Adminigtrative expenditures are excessve. For each dollar spent on CBHP, about 27 cents
of this amount is gpent on adminigration. We found that the complexity of the adminigrative
structure, combined with therelatively small number of children served and start up costs, have
contributed significantly to adminigrative codts.

Bighility discrepancies exigt within CBHP. Under the CBHP date digihility rule, a child's
socid security number is required;, however, federd guidance states that socia security
numbers should not be required. CBHP digibility rules also require that an dien resident
identification number be provided; however, in practice self-declarations are accepted.
Additiondly, therewerediscrepanciesin 4 out of 20 digibility filessampled, potentidly leading
to clams being erroneoudy paid or denied.

Retroactive enrollment changes are not treated gppropriately. Reconciliations are not
performed on retroactiveenrollment changesand necessary adj usmentsto capitation payments
are not being made. During April and May 2000 there were 61 retroactive disenrollment
adjustments that should have resulted in dmost $14,000 in reductions to capitation payments
made to providers.

Coordinationis lacking with the Medicaid program. Between May 1999 and April 2000 we
found that 1,830 out of 15,691 CBHP children were smultaneoudy enrolledin CBHP and the
Medicaid program. We estimated that this cost the State approximately $242,000 in excess
capitation payments. We dso noted that for the first 10 months of Fisca Y ear 2000, CBHP
referred 5,353 gpplicantsto county departments of socia services aspotentidly being digible
for Medicaid rather than CBHP. Asof the end of April 2000, only 1,252 referras had been
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resolved. These delays in finalizing applications could cause families to postpone needed
medica carefor their children.

Premium records were not accurately maintained for families enrolled in CBHP. The
Department's adminigtrative contractor, Child Health Advocates (CHA), is responsible for
charging and collecting monthly family premiums. CHA was dlowed to "archive' or
discontinue follow-up on amounts totaling $292,600 because of problems with maintaining
accurate records of amounts owed to the program. Of this amount, about $67,500 remains
outstanding. We aso noted problemswith 14 of the 67 premium accountstested. We found
families were charged for some premiums not owed and at the same time were not billed in a
timely manner for other premiums owed.

No mechanism exists to ensure that CHA complies with federa requirements for CBHP.
About $18 million out of the $18.5 million of expendituresfor CBHPinFiscd Y ear 2000 were
directly or indirectly controlled by CHA, because CHA performsmany administrativefunctions
induding digihility determination and enrollment. If the Department were to classfy CHA as
a subrecipient for federa award reporting purposes, CHA would be required to have an
annud audit that would evauate its compliance with federa requirements.

G Research and Development - Department of Higher Education. We found the following
problems in various Universties and Colleges:

Universty of Colorado. An individua working on the Nationd Science Foundation grant
within the Center for Spoken Language was overpaid approximately $6,800 over aperiod of
three months. When the employee was reduced to part-time status, he continued to receive
hisfull-timesdary. We dso noted concernswith federaly-purchased equipment. Insufficient
equipment records were maintained at the Colorado Springs campus and some federd assets
that were disposed of did not have the required internal gpprova at the Boulder campus.

Metropolitan State Collegeof Denver. The Rocky Mountain Teacher Education Collaborative
grant was overcharged $37,112 in salary expenditures. The overcharge rdated to a sdary
dlocation. The dlocation changed and the payroll department was not notified and continued
to charge the grant at the previousrate.

School of Mines. The Univerdty desgnates a principad investigator as the individud
responsible for gpproving grant expenditures submitted by a subrecipient. While proper
supervision of subrecipients may be occurring, documentation was not available to support
proper monitoring of subrecipients.
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G Student Financial Aid - Department of Higher Education. Wefound thefollowing problems
in various Universities and Colleges

» Univergty of Southern Colorado. No reconciliation was performed between the University’s
genera ledger and the subsidiary system used to track loans receivable for Perkinsloans. We
found an unreconciled discrepancy of about $237,000 at June 30, 2000. We aso found that
documentation in some individud loan files was not sufficient and failed to include items such
as exit interview information.

*  Western State College. A discrepancy of over $20,000 was found between the federd
financia aid posted on the generd ledger and the amounts reflected on the financid ad office
records a the college. Efforts by the College to reconcile this difference identified
gpproximately $4,000 of funds that were overawarded and were required to be returned to
the federd programs.

» School of Mines. The University lacks adequate policies and procedures regarding
documentation to be maintained for students recelving aid. Consequently, we found that a
conflicting policy existed for determining satisfactory academic progress. Also, insufficient
documentation was available to demondtrate that lenders were notified, and that appropriate
counsdling sessions were performed for students borrowing for the first time and students
leaving schoal for the Federa Family Education Loan program.

G Food Stamps - Human Services. The Depatment is not citing counties for al instances of
noncompliance found during county Ste vidts, reports are not adways issued promptly to the
counties; and follow-up on noncomplianceissuesisnot dways timey. Of particular concernisthe
Department’ s oversght of the Denver Department of Socid Services, which accounts for about
26 percent of the State' s Food Stamp program participants. The Department had not addressed
severa deficienciesin the Denver Food Stamp office noted in a1998 audit of the State’ sElectronic
Bendfit Payments card system. The Department should strengthen its oversight of counties to
ensuredeficienciesare addressed and to improve the State’ s payment error rate for Food Stamps.

G Block Grantsfor the Treatment of Substance Abuse - Human Services. The Department
did not review 3 out of 4 annuad independent audit reports for Managed Service Organizations
(MSOs). As required, MSOs contracted with 37 drug and alcohol abuse centers to provide
services to about 199,000 individuasin Federa Fisca Y ear 2000.

G Byrne FormulaGrant Program - Public Safety. Thisgrant isoneof thelargest sources of non-
operating law enforcement monies available for sysems and program improvements in the State.
We noted severa areas for improvement, as follows:
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Salary charges to federal programs are not adequately supported. Pay activity reports
reflecting actud time spent on each federa program are not maintained to support chargesto
grants. Therefore, required quarterly reconciliations between actud time worked and time
dlocations could not be performed as required by federal guiddines. We aso noted that
vacation and sck leave was not charged equitably among grants.

The Cash Management Improvement Act (CMIA) is not followed. Public Safety is subject
to, but is not following CMIA, which requires agencies to follow specific time frames for
federal grant expenditure rembursement to minimize logt interest to ether the federd
government or the State. As a result, for the months tested the State lost approximately
$6,000 in interest.

Sitevidt plansareinadequate. Sitevidtsof subgranteesare not conducted in accordancewith
departmenta policy. Internd policy requires Ste vistsin a variety of circumstances based on
such factors asrisk and dollar vaue of the subgrant. At the current rate of scheduled vigts, it
would take over 15 yearsto visit each subgrantee.

Federal Financid Status Reports are inconsstent. We found that program income was not
reported accuratdly, administrative expenditures for the match portion of the grant are not
reported in atimely manner, and that unliquidated obligations are not properly reported.

Cash Management Improvement Act (CMIA) - Treasury. The U.S. Treasury - State
Agreement ligs the federal programs that are covered by CMIA, the funding techniques, draw
patterns for each agency, and the methods of cdculating Sate and federd interest liahilities. The
Department does not determine if state agencies are following the prescribed draw patterns and
related provisions of the Cash Management Improvement Act. Failureto follow the gppropriate
draw patternscanresult in aninterest liability dueto thefederd government or lost interest earnings
to the State.

Financial Reporting

The State Controller’ s Office minimizes the risk of inaccurate financid reporting by establishing standard
policies and procedures. However, we found that processes at some State agencies could be improved

asfollows

G Revenue. We found problemsin processing and recording various taxes as follows:.

Procedures are lacking over estimated tax payments. Manua adjustments are made to
taxpayer accounts but are not always adequately reviewed. A problem account may be
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temporarily canceled fromthe system, but never uncanceled, impairing needed follow-up. In
addition, needed billings are not generated in atimely manner.

» Deficendeswerefound in the processng and review of installment payments on estate taxes.
Inareview of 5 out of 18 tax files, we found that principa and interest is caculated manualy
and not reviewed by a supervisor, that thereis no method for identifying late payment or non-
payment of ingalments, and thet late filers are not dways billed in atimey manner.

* Income taxes on wages earned through June 30 are not consistently factored into the accrua
caculation of revenue for frequent filers. Without using awage withholding methodol ogy thet
aways accrues taxes through June 30, the Department islacking basic financid informationto
consgtently caculate income tax revenue.

G Corrections. The Depatment's total inmate hedlth care costs for Fisca Y ear 2000 is estimated
to be $13,664,000, of which $11,047,000 has been paid as of June 30, 2000. The remaining
ligbility was understated by $664,000. Incurred but not reported claims should be supported by
an acceptable mathematica mode that would be consstent from period to period.

G Education. The Department failed to record a $1.5 million invoice in Fisca Year 2000. An
invoice for services received in February 2000 was recorded in Fiscal Year 2001.

G Military Affairs. All transactions were not recorded properly at fisca year-end. Construction
projects were not tracked separately, assetswere overstated dueto atransfer of assetsto another
agency, and utility invoices, totaling about $61,000, were not recorded in the proper period.

G Natural Resources. We have noted problemsin the past and continue to find issues with the
Divison of Wildlife's handling of hunting and fishing licenses. Excess inventories of licenses are
being maintained, and voided hunting and fishing licenses are not being tracked separately from
other returns.

Internal Controls Expenditures. The State has established procedures for making payments
to vendors and has recently begun increasing its use of credit cards. We noted specific problems at the
following agencies

G Human Services. We found severd payment problemsin the following arees:

» Controls over purchasing cardsarelacking. Inasampleof 40 credit card purchases, wefound
problems with 23 items, including purchases by unauthorized cardholders, inappropriate



SUMMARY

8

State of Colorado Statewide Single Audit - Fisca Y ear Ended June 30, 2000

purchases, circumvention of spending limits, and inadequate supporting documentation for
purchases.

» Disaility Determination Services Divison (DDS) is not making timely payments to vendors.
Inatest of 97 payments, 52 were made 45 or more days after the invoice was received by
DDS.

G Public Safety. Almost haf of the 25 credit card expenditures tested (totaling $9,000) were not

approved. The expenditures lacked a supervisor's signature, as required by the Department’s
policies.

Historical Society. Threeout of 25 transactionstested were paymentsfor duplicateinvoices. The
vendors returned the duplicate payments in al 3 cases. Because payments were detected by
vendors and not the Society, thereisarisk that other duplicate payments may have occurred but
not have been detected.

Revenue. Controlsarelacking over thereview of earned income credits, which are available for
low-income Colorado residents. We found that 5 returns in a sample of 60 were calculated
incorrectly, this resulted in over-refunds to taxpayers, totaling about $1,350. We dso found that
27 returns in the same sample did not include the required supporting documentation.

Payr oll/Per sonnel: The Statehasstandard personnel proceduresin placeto ensureaccuratepayroll.
However, we found areas where improvements can be made. Problem areas include:

Agriculture. In atest of 25 employee files, we found three performance eva uations were not
performed timely as required by state statute. We dso noted alack of or conflicting information
in personnd files, including three W-4's with incomplete or missing informetion.

Human Services. We found that in some instances employees hours are erroneoudly recorded
as overtime shift hours rather than non-overtime shift hours because of deficiencies in the
timekesping system  In addition, not al timesheets contain documented evidence of supervisory
gpproval, and reconciliationsare not always adequate between the expected payroll onthe State' s
payroll system and payroll information obtained from departmenta sources.

Judicial. A performance evauation was erroneoudy done on a contract employee. Applying
sdaried employee personnd policiesto contract employees could be exposing the Department to
a liability. A written policy for trestment of contract employees and clarification between
contractual employee arrangements versus sdaried employee positions could circumvent potentia
problems.



